The first paper, by Shagil Ahmed and Andrei Zlate provides an empirical analysis of the determinants of foreign capital flows to emerging market economies (EME). Those flows were sizable before the global financial crisis, fell sharply during the crisis, but then recovered rapidly.
The authors find that growth and interest rate differentials and global investors' risk appetite are key drivers of capital flows to EMEs. US unconventional monetary policy easing contributed to the post-crisis rebound of capital flows to EMEs, but was only one among other important drivers. EME capital controls were effective at dampening capital flows to EMEs. Joshua Aizenman and Yothin Jinjarak document a significant and robust positive association of real estate price growth with current account deficits and with domestic credit growth. That relationship holds both for developed and emerging market economies, and both before and after the global financial crisis. Current account deficits and credit growth are significant predictors of future real estate price growth. Large current account deficits may thus serve as a warning signal for real estate bubbles and financial crises. Patrick Hürtgen and Ronald Rühmkorf document that the correlation between the fiscal balance and the current account is positive, for euro area countries. Importantly, the empirical correlation between the 'twin deficits' is weaker at high sovereign debt levels. To explain this finding, the authors develop a non-linear model of an open economy with the possibility of sovereign default. At high sovereign debt, an adverse shock to the fiscal balance triggers a rise in domestic precautionary saving (due to greater default risk), which dampens the current account deterioration induced by the fiscal shock.
